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KEY ECONOMIC INDICATORS 


All values in US$ million and represent period averages unless 
otherwise indicated. 


1977 Average Exchange Rate: US$1.00 = MS$2.47 
Current Exchange Rate: US$1.00 = MS$2.38 


1976-77 

INCOME, PRODUCTION,EMPLOYMENT 1975 % Change 
GNP at Current Prices Bod 3s cd ALp oe o- 
GNP at Constant Prices 6,925. > By 268% 
Per Capita GNP, Current Prices ¥aa% om 965. 
Plant and Equipment Investment 2,363. 0 3,001. 
Personal Income N NA 
Indices: 

Industrial Production 167.6 216.6 

(Base year 1968 = 100) 

Average Labor Productivity NA NA 

Average Industrial Wage NA NA 
Labor force (millions) 4.2 . 4.5 
Average Unemployment Rate 7% ‘ 6.7% 


MONEY AND PRICES 





Money Supply 1,760.7 

Interest Rates (Commercial 9% 
Bank Prime) 

Consumer Price Index (Peninsular 144.2 
Malaysia) (Base Year 1967=100) 


~ 


Gold & Foreign Exchange 1,454. 2,397.6 2,649.8 12.3 
Reserves 
Net External Public Debt 981. 
Annual Debt Services 250. 
Balance of Payments 393. 
Balance of Trade 283. 
Gross Exports (FOB) Se Sie 
Exports to US 602. 
Gross Imports (CIF) Sy4DSa 
Imports from US 379. 
US Share of Imports in % 


1,130. 1,336.1 18.2 
338. 380.2 L282 
1,141. 964.4 -i5.5 
1,407. 1,477.7 5 
5,442. 6,093.1 2 
847. Lekd2s0 Bhed 
4,035. 4,615.4 14.4 
533 614.9 15.4 
L362 L302 Ook 
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SOURCE: Ministry of Finance, Economic Report 1977/78 
Bank Negara Annual Report 1977 





SUMMARY 


The Malaysian economy grew by 7 percent in 1977 in 
spite of the drought that hit the country in the last 
quarter of the year. Private sector investment also 
advanced for the year but still remained behind targets 
laid out in the Third Malaysia Plan. The overall out- 
look for the economy's performance in 1978 is positive. 


CONDITIONS AND TRENDS IN 1977 


1977 saw Malaysia's economy continue to grow following 

its strong recovery of 1976. According to the Bank 

Negara (Central Bank) Annual Report for 1977, GNP increased 
7 percent in real terms for the year in spite of the drought 
experienced in the northern part of the country during the 
last quarter of the year. This figure, coupled with the 

low inflation rate of 4.7 percent, illustrates the continued 
solid performance of the economy during the year. 


As in 1976, the primary stimulus for growth remained the 
strong external demand for Malaysia's primary commodities 
with exports rising 12 percent in value to $6,093.1 million, 
or almost half of GNP. Prices for tin, rubber and palm 

oil were strong throughout the year. These high prices 

for Malaysia's commodity exports and the 18 percent increase 
in the country's oil production to almost 200,000 barrels 

a day of high quality, light crude were responsible for 
Malaysia's $1,497.7 million trade surplus for 1977. This 
surplus aided the country to increase its foreign exchange 
reserves to $2,649.8 million, sufficient for seven months 
of sustained imports. 


The government's main concern about the economy in 1977 was 
the continued sluggishness of private sector investment. 
Private sector investment, excluding the petroleum industry, 
increased by six percent in real terms in 1972 compared 
with 4 percent in 1976. Investment in the construction 
sector helped boost this figure. (If the petroleum industry 
is included, private sector investment was 11 percent in 
1977.) The government's private sector goal for the Third 
Malaysia Plan period of 1976-1980 is an annual increase 

of 10 percent in non-petroleum industry investment. The 
government's concern for this situation is illustrated by 
its lowering of the prime rate from 8.5 to 7.5 percent 

in mid-year and the generous depreciation terms announced 
in the Finance Minister's annual budget speech in the fall. 
According to Bank Negara investment did pick up in the 
fourth quarter of 1977. 





While the government points out, validly, that private 

sector investment is down on a worldwide basis, some 

observers attribute the low rate of investment, particu- 

larly from domestic sources, to the Industrial Coordination 
Act (ICA) which is one of the means the government has 

chosen to implement its New Economic Policy (NEP). Briefly 
stated, the NEP is an effort designed to restructure 

Malaysian society and its economy to ensure more proportionate 
ownership of, and benefit from, the economic resources of the 
country by all segments of Malaysian society. One objective 
of the policy is ownership of 30 percent of corporate share- 
holdings by Bumiputras (who are predominantly Malay), 40 per- 
cent by other Malaysians (Chinese and Indians) and 30 per- 
cent by foreigners by 1990. (In 1970 the breakdown was 
roughly 3 percent, 34 percent, and 63 percent respectively.) 
Another objective is to make employment at all levels and in 
all sectors of the economy proportionately representative of 
the population of the country. The Government intends to 
carry out this policy by increasing the size of the economy 

so that all groups will own larger absolute shares by 1990 
rather than to transfer from one group to another. The 

ICA requires that the Minister of Trade and Industry license 
all new investments, including expansion of existing plants. 
There is no appeal mechanism. This point has worried both 
non-Malay Malaysians and foreign investors who fear they 

may be forced to give up part of their equity at less than 
favorable terms. The government has recently been involved in 
a serious public relations effort to allay the private sector's 
fears on this score and to assure them of its pragmatism and 
flexibility in enforcing the ICA. 


OUTLOOK FOR 1978 


Malaysia's planners have forecast a 7 percent growth rate 

for 1978, and a price increase of less than 5 percent. These 
predictions were made in late 1977 and are based on the 
assumption that industrialized (OECD) countries’ economies 
will grow at an average real rate of 4.5 percent, resulting 
in increased demand for Malaysia's primary commodities. 


These estimates did not, however, take into account the 

drought of late 1977 and early 1978 which damaged production 

of the country's most important agricultural products -- 
rubber, rice and oil palm -- substantially. Rice was the 
hardest hit with over 300,000 tons of production lost in the 
Muda Irrigation Project (located in the northern states of 
Kedah and Perlis) alone because of lack of rainfall. As 

a result, the government owned National Rice and Padi Board has 
been forced to import about 500,000 tons of rice this year 

to meet local demand. Rubber production for the first quarter 





of 1978 was down 8.6 percent over the corresponding 
period of 1977, but started to recover from the 
drought's effects in March. By June, rubber production 
had returned to normal. At the same time, prices had 
reached five year highs. 


First quarter 1978 palm oil production was 22 percent 

less than the same period in 1977, causing estimates of 
1978 production to be lowered to 1.72 million tons for the 
year. It should be pointed out, however, that this will 
still represent an 8 percent increase in production over 
1977 because of more trees reaching maturity and coming 
into production. The outlook for palm oil production for 
the remainder of the year is more favorable. Crude oil 
production should reach 250,000 b/p/d by the end of the 
year. 


Other indicators of the economy are favorable, with private 

sector investment picking up and demand for manufactured goods 
high. The Embassy has particularly noted recent expansion in 
the electronics, construction and tire manufacturing industries. 
Inflation has been running at a rate of less than 5 percent 


during the first part of the year and is expected to stay 
below that level for the year. 


The government recently announced that it would increase public 
spending by over one billion dollars over the next year in 
order to speed up attainment of TMP goals and help pick up 

the slack in private sector investment in 1976 and 1977. This 
will certainly act as a further stimulant to the economy. 


On an overall basis we believe the economy will continue to 
grow during the year and should come at least close to the 
goal of 7 percent growth for the year in spite of the early 
drought. Increased imports of rice and capital goods will 
mean that the country's foreign reserves will grow at a slower 
rate during the year but this should not be of concern as 
balances are already more than adequate. Probably the best 
illustration of the solidness of the Malaysian economy is the 
fact that the country recently borrowed money internationally 
at 5/8 percent over the London-Interbank-Offer-Rate and 
retired its "expensive" 1-1/8 percent loans early. 


U.S. - MALAYSIAN TRADE AND IMPLICATIONS FOR THE UNITED STATES 


The government's expansionary budgets for the entire TMP 
period and its very generous depreciation allowances should 
provide U.S. firms significant opportunities to increase the 
sale of capital goods and engineering and construction ser- 
vices. With the TMP rapidly approaching its midway point it 





can be expected that the government will further increase 

its activities in order to attain as many of its goals as 
possible. 3ecause of exchange rate changes, we see U.S. 

goods and services being more competitively priced in the local 
market and feel that further inroads will be made in Malaysia 
by U.S. firms in 1978. 


According to Bank Negara's final figures for 1977, U.S. sales 
to Malaysia increased by 15.4 percent during the year with a 
market share of 13.3 percent, making the United States the 
second largest supplier, after Japan, to the country. Total 
U.S. sales for the year were $614.9 million. 1978 should be 
an even better year for U.S. suppliers as the Bank has fore- 
cast an increase of 14 percent in total imports for the year 
as the investment picture improves and the government in- 
creases itw own expenditures on capital goods and infrastruc- 
ture development. 


Particular areas of interest for U.S. firms during the re- 
mainder of 1978 will be in the areas of telecommunications, 
power generation, building and construction equipment, pollu- 
tion control equipment for the palm oil industry, petroleum 
production equipment, and timber processing equipment. In 
addition, the Bintulu Ligquified Natural Gas Plant, the largest 
project in Malaysia's history, has now been agreed to by 
Petronas, Shell and Mitsubishi and will provide a number of 
opportunities for U.S. firms. Other major projects to be 
undertaken include: 


1. The Bintulu Port Development Project 
The Tawau Port Expansion Project 
The Pahang Cement Plant 
The ASEAN Undersea Cable Network 
The Bersia and Kenering Hydro-electric Projects 


The Trengganu Hydro-electric Projects 


More details about these projects and many others may be 
obtained in the following list of separate reports pre- 
pared by the Embassy on major projects: 


1. Electric Power Equipment Market in Malaysia (A-160, 
12/29/77) 





Telecommunciations Project in Malaysia (A-5l, 
6/22/78) 


Reporting World Bank Major Projects (A-09, 1/31/78) 


Telecommunications Programs in the Third Malaysia 
Plan (A-16, 2/15/77) 


Port Projects in the Third Malaysia Plan (A-21, 
2/27/77) 


Major Projects in Malaysia in 1978 (A-133, 10/27/77) 


Airport Projects in the Third Malaysia Plan (A-05, 
1/3/77) 


Major Project Penang Port Expansion (A-104, 8/16/77) 


Copies of these reports may be obtained from the field 
offices of the U.S. Department of Commerce. 


U.S. INVESTMENT IN MALAYSIA 


Through 1977 U.S. firms have invested over one billion 
dollars in Malaysia. By far the major portion is in the 
petroleum industry. There are also significant U.S. 
investments in the electronics industry and the banking 
sector. 


While Malaysian Government guidelines generally require 

the formation of joint ventures, under certain circumstances 

a foreign company engaged entirely in the export of manu- 
factured goods from Malaysia can receive approval for 100 
percent foreign ownership. In all cases involving new foreign 
investment, the Malaysian Government is prepared to take 

a flexible position with the foreign investors within the 
overall boundaries of the New Economic Policy. 


SPECIAL EXPORT INFORMATION 


Successful exporters to the Malaysian market find that 

if they cannot set up their own office in-country, the best 
guarantee of success is a reputable and aggressive local 
agent. Ideally, the agent will know something about the 
product line before representing a firm. More importantly, 
he must be able to provide the all-important factor of after- 
sales service. American firms have sometimes been accused 
(and on occasion justifiably so) of viewing the Malaysian 
customer as a one-time sales prospect. Firms wishing to 





sell to Malaysia over the long term are well-advised to 
locate a reputable local agent. The Embassy and the 
Department of Commerce will be pleased to assist any 
American firm in locating such an agent. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








